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THE CURRENT 608 MORTGAGE SCENE 


ECTION 608 of Title VI of the National Housing Act, authorizing the insurance 
S of mortgages on rental housing projects, was initiated May 22, 1942. It was 

promulgated to aid in stepping up production of war housing by granting mort- 
gage provisions somewhat more liberal than those in force under Title I. After 
the war came to an end Section 608 became inactive but it was reactivated in 1946 as 
part of the Veterans’ Emergency Housing Program. 


During 1946 the 608 mortgage was of relatively small importance as Federal 
Housing Administration records show that only 1, 538 dwelling units were insured 
for $10, 665,011. However, in 1947 the Housing Expediter began to put on the pres- 
sure to develop the rental housing program. The country was flooded with publi- 
cations issued from the office of the Housing Expediter strongly urging builders 
and investors to build rental housing, not only because of the pressing need, but be- 
cause it was primarily a good investment. In the bulletin RENTAL HOUSING IN 
1947, which was “Community Action Bulletin 8,” published by the Office of the 
Housing Expediter, this statement appeared “Rental housing can be encouraged, not 
merely because it is urgently needed, but also because it represents a promising 
investment possibility.” In the same bulletin on page 3 was this statement: “Many 
factors in the present-day market indicate that for investors and builders alike, 
1947 offers unusual opportunities in the field of rental construction.” Then to whip 
up action FHA sent out teams of field men who visited various cities promoting 
meetings with local bankers and business men trying to induce them to sponsor 
rental housing in their towns under the aegis of FHA mortgage insurance. All this 
“persuasion” plus the increasing demand for mortgage investments and the housing 
shortage had 608 loans really rolling by the end of 1947. 


These 608 mortgages, which are mostly on housing projects of substantial 
size, presented an insured investment for large blocks of mortgage funds which 
appealed to important institutional investors. One large bank in New York City 
owns more than $160 million of 608 mortgages and has commitments for double that 
amount. Many factors contributed to the rapid growth of 608 mortgage business, 
among them being the increase in bank deposits, the strong desire of savings banks 
to replenish mortgage portfolios depleted during the prewar period, necessity for 
improving earnings, and the insurance feature. Cumulative on a national level, 
through June 1950, Section 608 had accounted for insurance coverage on 359, 070 
dwelling units amounting to $2, 606, 861, 572. 


In Miami, Florida, on November 18, Clyde L. Powell, Assistant FHA Com- 
missioner in charge of rental housing, told the Institute of Real Estate Manage- 
ment that more than 400, 000 housing units have been, or are being produced, under 
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608 with $2, 900, 000, 000 of private funds insured by FHA. He opined that thus far 
the record looked good with only 57 projects containing 4,000 apartments taken over 
by FHA on defaults. However, Mr. Powell hastened to temper his optimism by ad- 
mitting that more defaults might well be expected. “With insurance on 400, 000 units, 
it is logical to assume that there will, of necessity, be some acquisitions, ” 
Mr. Powell said. Mr. Powell went on to explain that Section 608 of the National 
Housing Act originally was designed to stimulate the building of war rental housing 
but that subsequently it was adjusted to postwar conditions principally to aid in fill- 
ing the demand for dwelling units for men returning from service. ‘Its emergency 
nature and large volume have given rise to a great deal of speculation,” Mr. Powell 
said. “Some observers have predicted that many of these projects eventually will 
have to be acquired by FHA. I do not believe this will be the case, and certainly 
the record so far does not indicate it. However,” he assured his listeners, “if 
acquisitions to protect the loan insurance became increasingly burdensome, the 
Federal Housing Administration would not participate in dumping properties back 
on the market, as happened in the years of the last depression with chaotic re- 


sults.” 


We are inclined to accept that reassuring promise with reservations. It was 
evidently Mr. Powell’s aim as a spokesman of the Federal Housing Administration 
to dispel the fears being rather widely expressed that over-liberal postwar financing 
and greatly inflated costs of large 608 rental housing projects may force many of 
these apartment developments to default within the next few years. 


As far back as the spring of 1947 we declared flatly that we saw little virtue in 
loans on rental housing for 32 years and 7 months, made under conditions which to 
us seemed to be inviting failure. The value of apartment properties built under 
inflated postwar costs hinges entirely on the net operating income which can be 
derived from these properties during their economic life. If it is possible to keep 
them rented year after year at the high level of rentals necessary for buildings con- 
structed at peak costs, there is every reason to expect that these properties will 
pay out and remain solvent; but if the rental scale established for them can be 
maintained only during the period of the extreme shortage of dwelling units, these 
properties are bound to go through foreclosure. It appears to us that the rents 
which have been set up for 608 projects are not economic rents but rentals which 


carry a high scarcity loading and cannot be maintained successfully for the long 
pull 


Of course, the ability of people to pay greatly advanced rentals as compared 
with the rentals of the early forties is undisputed, but, on the other hand, new 
units are competing with existing apartment units on which the rents were frozen 
at a level very slightly above the rents prevailing in April 1940. While the period 
of scarcity lasts there is small question that these new units can be rented at the 
schedule set up, but the period of scarcity will not endure indefinitely, and as more 
and more rental units are completed and houses become plentiful it is our opinion 
that rentals on many of these properties will have to be reduced so materially that 
the properties will no longer produce an income sufficient to meet interest and prin- 
cipal payments. 


With the projects that get into trouble the mortgagee will in all probability elect 
to assign the mortgage to the FHA at a discount of one per cent of the remaining 
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NEW YORK METROPOLITAN DISTRICT SURVEY OF 608 PROJECTS 


Borough of Manhattan 
Projects 
Units 

Borough of the Bronx 
Projects 
Units 

Borough of Kings (Brooklyn) 
Projects 
Units 

Borough of Queens 
Projects 
Units 

Nassau County 
Projects 
Units 

Westchester County 
Projects 
Units 

TOTAL 
Projects 
Units 


About to be 
Finaled finaled* 


4 4 
189 595 


10 
1, 338 


7 
726 


28 32 
4,124 6, 636 


161 
14, 329 


108 
19, 812 


28 13 
2, 827 1, 322 


26 28 
1, 810 3, 919 


254 
24, 005 


195 
33, 602 


Applications 


7 
686 


10 
1, 688 


15 
‘23 


130 
eT, 321 


Total 


il 
1,116 


24 
2, 750 


70 
12, 448 


362 
56, 217 


43 
4, 245 


69 
8, 152 


579 
34, 928 


*This includes projects in the foundation stage to buildings partially occupie 


NORTHEASTERN NEW JERSEY 


Bergen County 
Projects 
Units 

Passaic County 
Projects 
Units 

Essex County 
Projects 
Units 

Hudson County 
Projects 
Units 

TOTAL 
Projects 
Units 


Finaled and about to be finaled 


126 
12, 028 


17 
2,119 


101 
11, 745 


25 
2, 424 


269 
28, 316 


Applications 
1 


Figures furnished to Roy Wenzlick &Co. by the Federal Housing Administration 
offices in New York City and in Newark, New Jersey. 





353 




















mortgage balance and take his 2} per cent debentures. However, the mortgagee 
would still be confronted with the threat of competition from Federally-owned 
housing, which would unquestionably be rented at levels to produce full occupancy, 
and that is a serious matter any way you look at it. If within the next few years 
the Federal government is destined to take over a lot of housing, the mortgage 
lender whose loans are in a constricted area surely isn't going to be helped. The 
mortgages on other properties he thinks are good, if vacancies occur in the govern- 
ment-owned properties, will be faced by the competition of lower rentals. Tenants 
must be had irrespective of the means used to get them, and thus the entire rental 
housing market may be affected adversely. 


We are well aware that many well-designed, well-built and well-located apart- 
ments and garden-type apartments have been built under Section 608. These proj- 
ects should be successful and prove to be sound investments. But of the thousands 
of 608 projects which have been built throughout the United States probably better 
than 80 per cent have been constructed to minimum specifications and some are 
situated in poor locations. Inadequate room sizes and insufficient storage space 
will bring accelerated depreciation to these properties viewed by standards ofa 
few years from now. The figure we give of 80 per cent is merely a rough esti- 
mate from a source we consider reliable. 


In some areas where there has been large-scale building of small homes under 
the Veterans Administration plan, 608 rental housing has had to bear the brunt of 
government “competition with itself,” as with no down payment the veteran’s car- 
rying charges on a new home were less than the amount for which he could rent an 
apartment. However, the position of rental projects has improved slightly as a 


consequence of recent Federal rulings making down payments a necessary re- 
quirement on all new home purchases. Continuation of inflationary pressures 
also may make it possible for investments in rental properties in the marginal 
category to take on a new lease on life. At the moment there is no sign of any 
marked recession in construction costs, but a reversal of the upward trend at 
some future day would place many of the high-cost rental properties in jeopardy. 


Bypassing momentarily the future status of 608 rental housing already in exis- 
tence, what is going to happen to the rental housing market if the applications still 
pending with the Federal Housing Administration are acted on favorably? For 
example, there are applications in for 26, 969 units in the New York City area 
and there are applications for about 5, 500 units in Northeastern New Jersey. Indi- 
cations, in this part of the country at least, hint that it has at present sufficient 
housing. Reports are reaching us of a turnover in tenancies and slowness in rent- 
ing, and, in some instances, varying percentages of vacancies. If a vos.ne of 
additional housing is produced, the entire rental housing market is bound to feel 
the effects of it. The troublous situation which is reported to have developed over 
rental housing in the Miami area of Florida during the past two months has pointed 
up the whole 608 problem nationally. 

At the close of 1949 FHA had insured 608 projects in every State but three. The 
heavy concentration of FHA-insured rental housing is in the eastern seaboardStates 
with the greatest number of dwelling units and the largest investment of funds 
centered in the metropolitan district of New York City and Northeastern New Jersey. 
The New York metropolitan district has a total of roughly 87, 000 dwelling units 
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covered by 608 insurance. This figure includes about 45, 000 housing units par- 
tially built and to be built. Therefore, New York has a big stake in the fate of this 
type of housing. 


The volume figures on 608 housing projects in the New York metropolitan area 
presented on page 553 of this bulletin have been made available by the coopera- 
tion of the Market Analysis Division of the Federal Housing Administration’s 
office for the New York district. This breakdown is the result of a survey just 
completed by five field men of the Market Analysis Division during which they made 
a spot check of every 608 project in the entire metropolitan area. It is current 
as of October 16. This survey includes a vacancy count but this has not been com- 
pleted. The number of units in the New York district are about evenly divided be- 
tween walk-up and elevator apartments. 


When the vacancy count is completed, providing FHA is agreeable to releasing 
the results, it will be possible to appraise the 608 situation in the New York metro- 
politan area. 


As we stand at the threshold of 1951 we can draw a timely lesson from Thucydides, 
the first great philosophical historian, who wrote about 430 B. C. that his hope 
was that his HISTORY would be found profitable by “those who desire an exact 
knowledge of the past as a key to the future, which in all probability will repeat 
or resemble the past.” 
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APPENDIX 


The following discussion covering foreclosure procedure on VA 501 mortgages 
and the relative advantages of FHA and VA loans in the event of foreclosure is re- 
printed from the monthly bulletin of Melvin F. Lanphar and Company. We be- 
lieve that the information included in this bulletin is of sufficient importance to war- 
rant our making it available to our subscribers. This is being done in the nature of 
an appendix to the December Mortgage Bulletin. While the table comparing the rela- 
tive advantages of FHA and VA loans in the event of foreclosure is made up spe- 
cifically for the State of Michigan, we feel that this analysis can be of considera- 
ble value to mortgage lenders in all States. We are grateful to Mel Lanphar for per- 
mitting us to reproduce this very important study. 
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FORECLOSURE PROCEDURE VA 501 MORTGAGES 


1. Notice to the VA administrator on Form 4-6850 within forty-five (45) days 
following default for sixty (60) days by veteran; i. e. payment due January | and un- 
paid on March 1 requires notice to the administrator before April 15. Advise ad- 
ministrator reason for default and collection effort made to date of notice. (See Sec- 
tion 36:4315 - Page 1. 51 of Lenders Handbook. ) 


2. If default continues for a period of three (3) months Notice of Intention to 
Foreclose, Form 4-6851, may be submitted to VA administrator and a claim for 
payment of guaranty may be submitted. (See Section 36:4316 and 17 - Page 1. 56.) 
Foreclosure proceedings cannot be commenced until the expiration of thirty (30) days 
after delivery to VA administrator of Notice of Intention to Foreclose. Send notice 
by registered mail. 


3. Within the thirty (30) day period following Notice of Intention to Foreclose, 
mortgagee receives letter from the VA stating they have no objection to foreclose. 


4. Send VA administrator copies of Notice of Sale and/or copy of court proceed- 
ings to advise of sale date if by advertisement or sale date in Chancery proceedings. 
(See Section 36:4319. ) 


5. Prior to sale date mortgagee receives written instructions from VA adminis - 
trator as to procedure to be followed by mortgagee. (a) To bid in the property for a 
certain minimum sum and then transfer title to the administrator, or (b) no minimum 
price established. VA is given this right of determination in the regulations. (See 
Section 36:4320.) 


6. If the VA administrator ’s instruction requests the mortgagee to bid in the 
property, that must be done to avoid losing the guaranty. (See Section 36:4320. ) 


7. Within fifteen (15) days after sale date if procedure was by advertisement, and 
also within fifteen (15) days after confirmation of foreclosure if by Court action, 
mortgagee must notify VA administrator of proceedings and of his election to tender 


property to the VA administrator and receive payment. (See Section 36:4320 - 
Par A-1.) 


8. Prior to or after sale date mortgagee may send Form 4-1874, claim under 
a loan guaranty, to VA administrator. This is followed by additional form, Final 
Statement of Account, giving additional data relating to cost of foreclosure, sale ex- 
penses, etc. (See Section 36:4316.) 


9. Where the lender elects to transfer the property to the VA administrator in 
cases where the VA has notified the lender as to the minimum bid price, which elec- 
tion must be within fifteen (15) days after sale date or confirmation date, the VA ad- 
ministrator through his attorneys examines the procedure and if found correct re- 
quests conveyance to him. Payment is made to the mortgagee by the VA adminis- 
trator for the full amount including foreclosure costs, expenses and interest to date 
of sale. Mortgagee loses interest for approximately forty-five (45) days which will 
be between the sale date or confirmation date, if in Chancery, to date payment is 
made by VA administrator. (See Section 36:4320.) 
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FORECLOSURES 


re time required to complete, and average costs, based on 1950 informasion. 
Cost Dollars 
) st 


Alabama 
Arizona 
Arkansas 
California 
Colorado 
Connecticut 
Delaware 
Dist of Columbis 
Florida 
Georgia 
Idaho 
Illinois 
Indiana 
lowa 
Kansas 
Kentucky 
Louisiana 
Maine 
Maryland 
Massachusetts 
Michigan 
Minnesota 
Mississippi 
Missour 
Montana 
Nebraska 
Nevada 
New Hampshire 
New Jersey 
New Mexico 
New York 
North Carolina 


North Dakota 














Pennsy vania 
ode Island 
South Carolina 
South Dakota 
Tennessee 


























above information may vary in certain States due to optional methods 


f foreclosure redemption periods and the use of salaried attorneys. 


10. If communication from VA administrator to mortgagee prior to sale date 
does not specify a minimum bid price the mortgagee continues foreclosure in the 
usual way, by advertisement or in Chancery. Procedure is to determine the amount 
of the VA guaranty; i. e. loan $3, 000; certificate of guaranty, 50%; guaranteed por- 
tion, $1,500. Assuming foreclosure costs and expense of $150, the mortgagee would 
then bid tn the property for $1, 650 and file claim for $1, 500 under guaranty which 
amount would be paid to mortgagee by VA administrator within approximately thirty 
(30) days. Mortgagee then has the balance due from the property itself and if the GI 
does not redeem within the redemption period the mortgagee then becomes the owner 
of the property, and upon obtaining possession at expiration of redemption period, can 
sell the property for whatever amount it chooses. (See Section 36:4320 - Par a-4.) 


11. Inquiry at the Detroit office of the VA reveals that in 95% of the foreclosures 
to date the VA administrator has notified the mortgagee as to the minimum price to be 
bid for the property and after delivering title to the VA administrator, the mortgagee 
has received payment in full in approximately forty-five (45) days. In comparison to 
FHA foreclosure procedure, the VA method is much to be preferred. The problem of 
waste, destruction and deterioration of the property is not present. 
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COMPARISON OF ADVANTAGES OF FHA AND VA LOANS IN EVENT OF 
FORECLOSURE (Michigan) 


UNDER FHA 
$400 approximate loss on Cert. of Claim 


18 months foreclosure period 
Premium for FHA loans 


4-1/4 - 101 « 3.57 yield (if premium is 

i/2 amortized on a 10 year basis; 
3.47 yield if on a 7-1/2 year basis or 3.37 yield 
if on a 5-year basis) 


Possible loss of premium if foreclosed or 
paid off before premium has been amortized 


Possible waste during 18-month period. 


Supervision during 18-month period 


Receive 2-1/2% debentures maturing three 
years beyond maturity of loan foreclosed. 


No chance of sale at profit. 


FHA Mortgage Insurance Premium payable 
each year 


Contract may be voided if not paid. 


4-3/4% cost to borrower 


UNDER VA 


$20 approximate interest loss on VA 
foreclosures 


5 -6 months average waiting period. 
VA loans at par 


4% - 100 = 3.50 yield. 
1/2 


No premium at risk 


No waste possibility under VA loan 
guaranty 


Supervision only 5 - 6 months. 


Receive cash, immediately available 
for investment at 3-1/2% to 4% as 
against debentures for up to 32 years 
at fixed rate of 2-1/2%. 


Possible sale of property at a profit 
when and if turned over to mortgagee 
by VA 


No Mortgage Insurance Premiums to 
pay 


No possibility of a contract being void 
ed by non-payment of mortgage in- 
surance premiums - none to pay. 


4% cost of loan to borrower, thus 
lowering housing cost. 





CONCLUSION 


The yield differential between FHA Insured Loans at 3.57, 3.47 or 3.37, depena- 
ing on the number of years the premium is amortized over and VA Guaranteed Loans 
at 3. 50 is negligible either way. The $400 approximate loss on Certificates of Claims 
as opposed to the $20 approximate interest loss is very important, leaving many ad- 
vantages in favor of VA loans. There isn’t much possibility of having to sell a $10, - 
000 house for $4, 000 in any 5- or 6-month period. 


There is always the possibility of interest rates breaking the 24% range. Right 
now the longest term Treasury Bonds are the 17- to 22-year 24’s of 12-16-72/67 
selling to yield 2. 40 to option date, before taxes. It is conceivable that a 25- to 32- 
year 24% debenture might sell below par at some time during its term. 
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